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AGENDA TITLE: Adopt Resolution Authorizing Execution of Agreement for Layoff and Sale 

Relating to Combustion Turbine Project Number One (EUD) 
 
MEETING DATE: September 19, 2007 
 
PREPARED BY: Electric Utility Director 
 
 
RECOMMENDED ACTION: Adopt a resolution authorizing execution of agreement for layoff and 

sale relating to combustion turbine project number one. 
 
BACKGROUND INFORMATION: The City of Lodi, through its Electric Utility Department (EUD), owns 

34.78% (~43 megawatts) of the Northern California Power Agency’s 
(NCPA) Combustion Turbine Project One (CT1 Project). The CT1  

Project is composed of five combustion turbine electric generating units nominally rated at 25 megawatts 
(MW) each for a total project capacity of 125 MW.  Two of the combustion turbine units are located in 
Alameda, CA, two are located in the Roseville, CA vicinity and one is located here in Lodi, CA.  The units 
are about 20 years old and likely have another 20 years of life. 
 
Last year, the City of Roseville expressed its desire to acquire sufficient rights in the CT1 Project to fully 
control and eventually own the two project units located in Roseville.  Concurrently, Lodi (the largest CT1 
participant) was in the process of reviewing its assets to determine the potential cost/value of same and 
had determined that a divestiture of a portion of its CT1 Project rights could be beneficial from a financial 
and economic standpoint given the extremely low usage of the project over the past decade.  
 
Through negotiations between Roseville, Lodi, NCPA and the other CT1 Project participants, an 
agreement was developed for Lodi to “layoff” 26.744% of CT1 Project Entitlement to Roseville (and to 
Biggs and Gridley though an assumption of Roseville’s present layoff to these entities) until the 
retirement of CT1 Debt Service in August 2010 (Phase 1) and to transfer equity rights in this project 
entitlement to Roseville thereafter (Phase 2).  Lodi’s remaining project entitlement percentage after the 
transfer to Roseville will be 8.036% (~10 MW). 
 
Highlights of the Agreement for Layoff and Sale of Project Entitlement Percentage Relating to 
Combustion Turbine Project One are as follows: 
 

• Lodi will “layoff” 26.744% of Project Entitlement Percentage, including project reserve accounts, to 
Roseville/Biggs/Gridley for the remainder of the existing term of the NCPA CT1 Project debt service 
which extends through August, 2010. (Phase 1) 

 
• Roseville will pay Lodi $3.25 million within 15 days of the effective date of the agreement, e.g. the 

date upon which all CT1 Participants have signed the agreement.  
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• Roseville will pay all fixed and variable costs (including, but not limited to, debt service, and 
equipment repair/maintenance, capital improvements, operations and unit testing) for the two 
Roseville units.  This means Roseville will assume these costs for that portion of the CT1 Project 
transferred to Roseville by Lodi.  Biggs and Gridley continue to pay their respective shares of such 
costs. 

 
• The NCPA CT1 Project participants agree that Roseville’s share in the CT1 Project, including the 

Lodi layoff, resides solely at the two CT1 units located at Roseville.  The other CT1 Project 
participants, including Lodi, will have interest only in the three Lodi and Alameda units. 

 
• NCPA and the CT1 Project participants agree not to refinance the CT1 Project. 

 
• At the end of the project debt service (projected to be September 1, 2010), Lodi will permanently 

transfer 26.744% of CT1 Project ownership rights to Roseville/Biggs/Gridley.  (Phase 2)  
 

• Roseville will pay Lodi an additional $650,000 upon the permanent transfer of CT1 Project 
Entitlement from Lodi to Roseville. 

 
Discussion 

 
Historically the CT1 units generally have operated only a few hours per year.  For example, the 
combustion turbine unit in Lodi has averaged operation of only 73 hours per year over the past five years. 
Their real value is to replace rapidly the generation of another source that fails (“reserve capacity”) or for 
operation during extremely hot weather or at times when the electrical grid might need support in certain 
areas (“peaking capacity”). 
 
One of the benefits of the proposed transaction is that all CT1 participants will now have their project 
interests located in the “control area” (e.g. California ISO or Western/SMUD) where their electric load 
resides.  For CAISO entities, like Lodi, their interest in the CT1 Project now qualifies as “capacity” for 
“resource adequacy” purposes.  For information, the two Roseville units had not had capacity value in the 
CAISO because they are located in the Western/SMUD control area, which is outside the CAISO 
footprint. 
 
The annual cost of supporting the CT1 units for the few hours they have historically operated is 
significant. In FY2008, for instance, Lodi’s projected cost associated with its pre-Roseville sale interest in 
the CT1 Project is $3.023 million.  Lodi’s projected CT1 Project cost following the Roseville sale is about 
$646,000 – a savings to Lodi of more than $2.3 million.  Of this FY08 savings, the reduction due to debt 
service is $1.2 million, due to less capital is $200K and due to lower O&M is $900K. 
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On the negative side, the CAISO plans to implement “local” capacity requirements upon the start date of 
its Market Redesign and Technology Upgrade (MRTU) currently scheduled for March 31, 2008.  The 
portion of Lodi’s CT1 Project residing in the Alameda and Lodi units that is being sold to Roseville will 
reduce Lodi’s qualified local capacity amounts below the expected target level for Lodi.  This may 
necessitate the acquisition of local capacity from the marketplace for the period beginning with initiation 
of MRTU until the operation of the New Lodi generating unit tentatively planned for 2011.  It is uncertain 
what the cost of such local capacity will be, however it is not expected to exceed the operational cost 
savings due to the Roseville sale and could be significantly less.  
 

Summary 
 

Under the proposed agreements, Lodi will sell approximately ¾ of its interest (a 26.744%  
Project Entitlement Percentage) in the CT1 Project to the City of Roseville (and to Biggs and Gridley 
though an assumption of Roseville’s current layoff/sale arrangement with these entities) effective upon 
approval/execution of the related agreement by all CT1 Project participants and NCPA.  In return, 
Roseville shall pay Lodi (i) $3.25 million within 15 days of the agreement’s effective date (projected to be 
on or before October 30, 2007) and (ii) an additional $650,000 upon the commencement of Phase 2 
(projected to be September 10, 2010).  Roseville/Biggs/Gridley will assume the costs of debt service, 
capital investments and O&M associated with the transferred entitlement upon execution of the 
agreement.  As a result of the transaction, Roseville will have all rights in the two CT1 units located at 
Roseville, CA – other participants would have rights only in the Alameda and Lodi CT1 units. 
 
 
FISCAL IMPACT: The proposed transaction would result in the receipt of $3.25 million by Lodi in fiscal 

year 2007-08 and an additional $650,000 upon the commencement of Phase 2 
(projected to be September 2010).  Lodi would no longer be responsible for debt 
service, capital and O&M for the portion of the CT1 Project transferred – in fiscal 
year 2007-08 this foregone amount is estimated to be $2.3 million.  Future annual 
savings will vary and will be about $1.2 million less when debt service is retired in 
fiscal year 2010-11.  Lodi may incur costs to increase its local capacity following the 
start of MRTU in 2008 – the amounts and timing to be determined. 

 
 
FUNDING: Not applicable. 
 
  
 
    _______________________________ 
    George F. Morrow 
    Electric Utility Director 
 
Prepared By: George F. Morrow, Electric Utility Director 



































































































































































































































RESOLUTION NO. 2007-____ 

A RESOLUTION OF THE LODI CITY COUNCIL AUTHORIZING THE 
EXECUT ION OF AGREEMENT FOR LAYOFF AND SALE RELATING TO 

COMBUSTION TURBINE PROJECT NUMBER ONE  
 

====================================================================== 
 
 WHEREAS, the City of Lodi has determined that a portion of its entitlement to CT1 
Project is surplus to its needs and the sale of such CT1 entitlement is in its best overall 
interest; and  

 WHEREAS, the City of Roseville has expressed an interest in procuring Lodi’s 
surplus entitlement in the CT1 Project; and 

WHEREAS, all Project Participants, including the Cities of Biggs and Gridley are 
expected to receive mutual benefits by implementing the terms of the Agreement; and 

WHEREAS, the Agreement provides that the City of Lodi will layoff 26.744% of 
Project Entitlement Percentage in the CT1 units to the City of Roseville which includes 
assuming Roseville’s layoff obligations to the Cities of Biggs and Gridley; and  

WHEREAS, said Agreement also provides for the sale of the Roseville CT1 Units to 
the City of Roseville upon retirement of the bonds for the project and would further provide 
that the Third Phase Agreement for the CT1 Project would, at the time the bonds for the 
project are retired, be amended to delete Roseville as a project participant and to add the 
City of Biggs and the City of Gridley as project participants; and 

WHEREAS, Lodi supports the terms and conditions of the negotiated Agreement for 
Layoff and Sale of Project Entitlement Percentage Relating to Combustion Turbine Project 
Number One (Agreement). 

 NOW, THEREFORE BE IT RESOLVED that the Lodi City Council authorizes the City 
Manager or his designee to execute and administer an Agreement for Layoff and Sale of 
Project Entitlement Percentage to the City of Roseville Relating to Combustion Turbine 
Project Number One and approves the First Amendment to Agreement for Construction, 
Operation and Financing of Combustion Turbine Project Number One to become effective at 
such time as related bonds are retired. 
 
Dated: September 19, 2007 
====================================================================== 
 
 I hereby certify that Resolution No. 2007-____ was passed and adopted by the City 
Council of the City of Lodi in a regular meeting held September 19, 2007, by the following 
vote: 
 
 AYES:  COUNCIL MEMBERS –  
 
 NOES:  COUNCIL MEMBERS –  
 
 ABSENT: COUNCIL MEMBERS –  
 
 ABSTAIN:  COUNCIL MEMBERS –  
 
 
 
       RANDI JOHL 
       City Clerk 

 
2007-____ 




